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Summary of the ‘Military 
a Retirement System 


n 


{ 
The military retirement system as summarized below applies to the 
? ~ Army, Navy, Marine Corps, and Air Force. However, most of the provisions 
ae also apply to retirement systems for members of the Coast Guard (Adminis-— 
e tered by the Department of Transportation) officers of the Public Health 
Service (administered by H.S.S.), and officers of the National ceanic 
and Atmospheric Administration (administered by the Department of Commerce). f—" 7 
The key provisions of the military retirement system are as follows: oa 


Non-disability retirement after 20 years of active service equal to 
(base pay) times (years of service) times (2 1/2%). There is a 
limit of 75% of base pay. Rase pay is equal to terminal basic pay 
if retiree first became a member of the Armed Services before 

: September 8, 1980. If the retiree first became a member of the 
Armed Services on or after September 8, 1980, base pay is equal 

to the average of the highest three years hasic pay. 


Le. & 


oom 


Disability retirement with similar provisions. 
Reserve retirement with parallel provisions. 


Optional survivor benefit protections for retirees and retirement 
$ eligible reservists. 


CPI adjustments for both retirement pay and survivor annuities. 


No contributions by the service members of the military services 
and no retirement fund, but reductions in member annuities when 


survivor benefits are elected. 
No vesting prior to 20 years of service. 


Interrelationships with Social Security, Veterans Administration 
benefits, and other federal service. 


Cost-of-Living Increases 


All nondisability retirement, disability retirement, and most survivor 
annuities are presently adjusted semi-annually for inflation. Cost-of- 
living adjustments are scheduled to occur every six months, on March Ist 
and September Ist, to be reflected in checks issued at the end of those 


months. 


oD 


The cost-uof-Living inerease effective March Ist is computed by 
calculating the percentage increase (adjusted to the nearest 1/19 of 
one percent) in the Consumer Price Index from the previous June to the 
previous Necember. Similarly, the cost-of-living increase effective 
September Ist is obtained by calculating tne percentaye increase in the 
June CPI over the CP£ from the previous Decenber. 


The Bureau of Labor Statistics publishes two Consumer Price Indexes: 
(1) a CPL for ALL Urban Consumers, and (2) a revised CPI for Urban Wage 
Earners and. Clerical Workers. OMB nas determine} that the revised CPI 
should be used in calculating military cost-of-living increases. 


Non-Disability Retirement trom Active Service 


The current system allows voluntary retirement upon credit of at 
least 20 vears of service at any aye, subject to Service Secretary 
approval. 


The wnitlitary retiree receives an immediate annuity calculated as 
2.1/2% of base pay for each vear of creditable service, subject to a 
maximum of 75% of base pay. 8ase pay is equal to terminal basic pav if 
retiree first became a member of the Armed Services before September 8, 
1980. Lf the retiree first hecame a member of the Armed Services on or 
after September 8, 1989, base pay is equal to the averaze of the highest 
three vears basic pay. In calculatiny vears of service, over six ‘nonths 
service is rounded up to a full year. 


In FY80 1.t million non-disability retirees were paid $10.5 billion. 
Disability Retirement 


If a military member is disabled he/she is entitled to disabtlity 
retired pay, assuming the disability is at lease 30% (under a standard 
schedule of ratiny disabilities by the Veterans Administration) and either 
1) the member has 8 vears of service; 2) the disability results from 
active duty or; 3) the disability occurred in the line of duty during 
a time ot war or national energency or certain other tice periods. 


In dis. bility retirement the menber receives base pay multiplied 
by the larger of 1) 2 1/2% times years of service; or 2) pereent disability. 
The benefit cannot be more than 75” of base pave. Only the excess of 
(1) over (2) is s'nject to federal income taxes. 


Members whose disability may not be permanent are placed on a temporary 
disability retired list ani recsive disability retirement pay just as if 
they were permanently disabled. However, they must be physically examined 
onee every 18 months to determine any change in disability until a final 
determination is made within 5 vears. While on the temporary disability 
retired List, the member receives base pay multiplied 5v the Larger of 
1) 2 1/2% times vears of service or; 2) percent lisability with a minimun 
of 50% of base pay. S8ase pay is equal to terminal basic pay if retiree 
first hecame a member of the Araed Services before September 8, 1980. 

Tf the retiree Tirst became a menber of the Armed Services on or after 
September 8, L980, base pay is equal to the averaye of the hixhest three 


years vasic pay. 


fn FYBO 15L,9000 disability retirees were patd $1.2 billion. 


2 


: 
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Reserve Retirement 


It is also possible for members of the reserves to retire after 20 
years of service, the last 8 of which must be in a reserve component. 
Reserve retired pay, however, does not begin until age 60. If the reservist 
was first a member of the Armed Services before September 8, 1980, the retired 
pay (base pay) is based upon active duty pay scales for the member's grade in 
effect at the time the retired pay commences. If the reservist first hecame 
a member of the Armed Services on or after September 8, 1980, retired pay is 
based upon (base pay) the average basic pay for the member's grade in the last 
3 years that he/she was a member of the Armed Services. The retired pay is 
computed as (base pay) times (2.5%) times (years of creditable service). The 
years of service is in turn determined using a point system, where 360 points 
convert to a year of service. Typically, a point is awarded for a day of 
service or a drill attendance, with 15 points being awarded for a year's member- 
ship in a reserve component. 


Survivor Benefits 


Legislation originating in 1953 provided optional survivor benefits 
later referred to as the Retired Serviceman's Family Protection Plan (RSFPP). 
The plan proved to be inadequate since the survivor annuities were never 
adjusted for inflation and could not be more than 50% of retired pay. KSFPP 
was designed to be self supporting in the sense that member annuities were 
reduced so that the present value of the reductions would equal the present 
value of survivor annuities. However, no fund was involved. 


RSFPP still insures those servicemen retired before 1972 who did not 
convert to the new plan and still pays survivor annuities. However, since 
September 21, 1972, RSFPP has been replaced by the Survivor Benefit Plan 
(SBP) for new retirees. Under SBP, member annuities are also reduced but 
the SBP is not a self-supporting program; its costs are shared by the 
Goverament and retired members. The survivor annuity is originally 55” of 
the mewber's base amount. The base amount is elected by the member but can 
be no less than $300 (or full pay if the monthly pay is less than $309) and 
no more than the member's whole retired pay. SBP annuities are adjusted 
witn CPL increases, and integrated with Social Security and Veterans' benefits. 


For reserve retirees the same set of reductions provide coverage after 
the reservist reaches age 60 (when the reservist begins to receive retired 
pay). A second set of optional reductions (funded by the emplovee only) 
extend this coverage to the reservist who has enough service to retire but 
who has not attained age 60. 


In FY80 66,000 survivors were paid $256 million. 
Relationship with Social Security 


Beginning in 1957 military members on active duty have been full par- 
ticipants in the Social Security System. Retirement annuities from the two 
systems are additive. However, there is a social security offset for sur- 
viving spouses of SBP participants equal to 100% of the social security 
benefit attributable solely to military service, with the exception that 
the offset provisions apply to a spouse with one child and spouses over 
age 62 who are not working in Social Security covered employment. At no 
time can a Social Security offset be greater than 40% of the survivor 
annuity. 


Relationship with Veterans Administration Kenefits 


The Veterans Administration provides compensation to service connected 
and certain non-service connected disabilities. This annuity can he in 
place of or in combination with DoD retirement pay (non-disability), but is 
not additive. Since VA annuities are exempt from federal income taxes, it 
is sometimes to the advantage of a member to elect whatever VA benefits are 
available. 


Veterans Administration benefits also overlap survivor benefits through 
the Dependency and Indemnity Compensation (NIC) program. NIC is payable to 
survivors of veterans who died from service connected causes and are deducted 
from the SBP annuity. 


Interrelationship with Other Federal Service 


For retirement purposes no credit is given for other federal service, 
except where cross-service transferability is allowed. However, military 
service is generally creditable toward the Federal civilian retirement systems 
if military retired pay is waived. Military service is not generally creditable 
under both systems (but is for reservists and certain disability retirees). 
Retired regular officers employed by the federal government lose a substantial 
portion of their retired pay while so employed. ALI former members are subject 
to a combined ceiling equivalent to level V of the executive schedule. 
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A data error has been discovered in the FY 1979 
years of service charts. Comparisons should not 
be made to FY 1980 since this problem has been 
corrected in the FY 1980 report. 


A corrected version of the FY 1979 years of service 
report is available upon request. 
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BOD" HE MILITARY RETIREMENT SYSTEM,» FISCA*=ETC(U) 


UNCLASSIFIED 


Participation Rate of All Military Retirees in FY80 With Survivor Renefit Plan (SBP) 


Army Navy Marines Air Force 


Nondisabled Enlisteds 
Without Title ILI 47 46 33 


Nondisabled Officers 65 66 
Without Title III 


Disabled Enlisteds 33 
Disabled Officers 57 
Title LII Enlisteds Only 71 
Title III Officers Only 76 
All Enlisteds 
All Officers 


All 


NoD Office of the Actuary 
Defense Manpower Data Center 
March 1981 


Participation Rate of New Military Retirees in FY80 Flecting Survivor Benefit Plan (SBP) 


Army Navy Marines Air Force Total 
Nondisabled Enlisteds 37 034 025 35 -35 
Without Title IIT 
Nondisabled Officers 257 255 40 -50 253 
Without Title III 
Disabled Enlisteds 032 43 31 044 36 
Disabled Officers 042 -61 047 054 250 
Title III Enlisteds Only 84 87 80 88 - 86 
Title III Officers Only «86 88 89 89 -88 
All Enlisteds 40 39 28 39 38 
All Officers 71 -70 254 -68 69 
| All 052 -48 - 36 049 049 


DoD Office of the Actuary 
Defense Manpower Data Center 
March 1981 


Ratio of Base Amount Selected for SBP to Gross Amount of Retired Pay 
As of 9/30/80 


For All Retirees On Roll 


(All DoD) 
Army Navy Marines Air Force Total 
Nondisabled Enlisteds 89 87 85 85 87 
Without Title III 
Nondisabled Officers »80 075 072 76 77 
Without Title III 
Disabled Enalisteds 94 91 91 91 92 
Disabled Officers ,86 -2&0 78 282 0&3 
Title III Enlisteds Only 1.00 99 99 298 99 
Title ILI Officers only 98 98 97 96 «98 
All Enlisteds -90 087 ~86 085 -88 
All Officers 084 78 074 78 80 
ALL -86 82 79 81 83 


DOD Office of the Actuary 
Defense Manpower Data Center 
March 1981 


187 


Ratio of Base Amount Selected for SBP to Gross Amount of Retired Pay 
As of 9/30/80 


For Those Retired in 1980 


(All DoD) 
Army Navy Marines Air Force Total 
Nondisabled Enlisteds 79 072 ~83 76 77 
Without Title IIT 
Nondisabled Officers -80 074 «76 95 077 
Without Title III 
Disabled Enlisteds 293 89 095 94 292 
Disabled Officers 092 79 085 89 88 
Title III Enlisteds Only 299 -98 -99 98 099 
Title III Officers only 97 .98 96 97 .97 
| All Enlisteds 283 .76 285 .79 .80 
All Officers 86 -80 81 82 83 
All 85 78 083 -80 82 


ee SY 


DOD Office of the Actuary 
Defense Manpower Data Center 
March 1981 
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